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KEY ECONOMIC INDICATORS: CZECHOSLOVAKIA 


Average Official Exchange Rates* 


October 1988: US$ = 5.35 Czechoslovak Crowns (Kcs) 





1987: US$ = 5.5 Czechoslovak Crowns (Kcs) 

1986: US$ = 6.1 Czechoslovak Crowns (Kcs) . 

Indicator Units or Value 1986 1987 % growth '87 

National Income 

(1977 Prices) Kes billion 547.9 559.7 Bae 

Investment Kes billion 161.5 164.8 a8 

Labor Force million workers Pee 7«8 0.8 

Basic Industrial Output 

Hard Coal mill.metric tons 2506 25.7 0.4 

Brown Coal mill.metric tons 100.8 100.3 -0.5 

Electricity bill.kilowatts 84.7 85.8 1.3 

Crude Steel mill.metric tons Eel 15.4 220 

Rolled Steel mill.metric tons ike? 11.4 1.8 

Trucks thousand tons 5032 SL.3 22 

Foreign Trade (Czechoslovak data in Kes billion) 

Imports 

Total 125.4 127.3 i. 
Socialist countries 99.9 100.5 0.6 
Non-socialist countries 25.5 26.8 aon 

Exports 

Total 121.8 125.9 3.4 
Socialist countries 94.5 99.8 5.6 
Non-socialist countries 213 26.1 -4.4 


U.S.-Czechoslovak Trade (U.S. data in millions of U.S. dollars) 
1986 1987 1988 





Total Trade 165.2 133.2 151.0 
U.S. Exports (fas) 72.4 47.2 $5.1 
Agricultural 25.6 16.3 15.4 
Non agricultural 46.8 30.9 39.7 
U.S. Imports (cif) 92.8 86.0 95.9 
Agricultural 14.9 13.9 8.5 
Non agricultural 77.9 Taek 87.4 


* This rate is used for official commercial transactions. 
Domestic enterprises multiply this rate by 2.5 to convert their 


earnings into crowns. Other exchange rates exist for tourist 
and financial purposes. 








ECONOMIC TRENDS REPORT: CZECHOSLOVAKIA 


SUMMARY. Economic performance improved in the first several 
months of 1988 but declined steadily beginning in May. It is 
unlikely that adjusted growth targets will be achieved. 
Translated into Western GDP-terms, the economy may not grow by 
much more than 2 percent in 1988. Persistently high energy and 
raw material consumption and retarded application of new 
technologies have contributed to this situation. Despite bad 
weather, the harvest in 1988 reportedly was not down from 1987, 
and stable food supplies and subsidized prices should 

continue. Implementation of the country's nuclear energy 
program, which by mid-1988 accounted for some 25.8 percent of 
electricity generated in the country, will also continue. 


In the foreign trade sector no changes in trends noted earlier 
in the 1980s can be reported. Czechoslovakia's orientation is 
to the East: about 80 percent of its trade is with the Bloc 
countries (45 percent with the Soviet Union). While imports 
from non-socialist countries are still increasing modestly, 
exports to these countries continue to erode slightly. 
Czechoslovakia, once renowned for its machine tools, is 
experiencing increased competition, even in Third World markets 
for such products. Unwilling to take the major loans needed to 
modernize industry, the country continues to experience greater 
difficulty in hard currency markets. 


Last year (1988) saw the expected passage of a number of 
economic reform measures, but 1989 will be critical in terms of 
their implementation. These reforms resemble developments in 
the Soviet Union in their stress on greater autonomy for 
individual enterprises and on setting their operations on a 
self-financed, non-subsidized basis. The government remains 
reluctant, however, to move far away from a centrally planned 
economy. The impact of reforms in the foreign trade sector and 
a new law on joint ventures remains to be seen, but the latter 
should make investment in Czechoslovakia more attractive, 
though negotiations on investments are likely to remain 
protracted. 


CURRENT ECONOMIC SITUATION 


Czechoslovak economic growth has continued to slow and in 1988 
will not reach an adjusted target of 3.1 percent growth for 
National Income. National Income, however, has become an 
increasingly inadequate measure of economic performance since 
it excludes services and is based on reported, but not always 
accurately reported, enterprise results. Western economic 
observers have preferred to translate this figure into terms of 
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GDP growth, which could amount to little more than 2 percent 
this year. The weakened performance is associated with some 
persistent problems in the economy: high energy and raw 
materia] consumption per unit of output, slow application of 
new teclinologies and low production quality. 


INDUSTRY. Overall industrial production improved somewhat in 
T1988, exceeding the 1987 growth figure of.2.3 percent, though 
it did not reach the 3.1 percent figure of 1986. But if the 
overall volume of production has been improving, its quality is 
still the subject of a great deal of criticism, both by 
consumers and government officials. 


The engineering and machine building sector remains the 
backbone of the Czechoslovak economy. For the first 6 months 
of 1988, the combined machine-building industry registered 
growth of 2.8 percent over the same period in 1987. This 
represents a decline from the 1987 growth rate of 3.7 percent, 
however. Growth in the electrotechnical machinery sector, a 
leader in recent years, increased by 3.6 percent in 1987, but 
this was less than planned and is inadequate to achieve the 
60-65 percent growth designated by the Eighth Five-Year Plan 
(1986-90). Heavy machinery, which achieved 1.4 percent growth 
in 1987, is having even more serious problems. This growth rate 
was little more than half that of 1986 and even so was below 
the 1.7 percent plan. Growth in this sector registered 1.6 
percent for the first half of 1988. 


Performance was mixed in other industries. High achievers in 
1988 were the chemical, electrotechnical and light (glass, 
shoes and textiles) industries. Unlike in 1987, electrical 
energy has been an underachiever. Industry in general has 
failed to achieve many key financial targets, such as planned 
profit levels. Total profit rose by 5.4 percent, as opposed to 
the state plan of 8.1 percent. This has had-a negative impact 
on the state's budget as expected tax revenues have failed to 
materialize and industry has sought additional financial 
Support from central authorities. The government is trying to 
move investment away from industries utilizing high energy and 
toward ones which can produce hard currency. 


CONSTRUCTION, INVESTMENT AND STOCKS. Construction in 1988 ran 
about 3.5 percent above 1987, but this improvement mainly 
reflects the slowdown in construction resulting from the severe 
1986/87 winter. In fact, the country continues to fall behind 
on infrastructure and housing construction, with 29.3 percent 
of companies failing to meet the state plan. Part of the 
problem stems from a strategy of shifting resources from new 
construction to investment in machinery and equipment over the 
term of the Eighth Five-Year Plan. Enterprises are still 
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troubled by unplanned stock build-ups in several industries 
which appear linked to the poor quality of goods offered to 
consumers and to a drop in hard-currency sales. Many 


enterprises are financially pinched by their need to carryover 
these substantial inventories. 


AGRICULTURE. Since a decision taken in the 1970s, 
Czechoslovakia has sought self-sufficiency in food production. 
This objective has largely been achieved, but at relatively 
high costs of production. Consumers are insulated from this 
policy through subsidized food prices, and these subsidies 
should continue despite reforms designed to align wholesale 
prices with world levels. Grain production in 1987 of 9.8 
million tons (not including corn) was above planned targets, 
though average yields per hectare dropped from 4.8 metric tons 
in 1986 to 4.3. Unfavorable climatic conditions in the spring 
of 1988 reportedly have not reduced yields. The government has 
resorted to the use of work brigades and the military for 
harvests. Because of inadequate storage facilities, there is 
considerable loss to vermin and spoilage. Supplies of seasonal 
fruits and vegetables have been tight, though supplies of 
animal products have been sufficient and should continue so. 

In an effort to improve labor productivity, the government 
plans to start applying a payroll (i.e., social security) tax 
to agricultural enterprises in 1989, instead of just industrial 
organizations as currently, to encourage more efficient use of 
labor and greater mechanization. 


ENERGY. As a long-term goal, Czechoslovakia is seeking to 
reduce the share of coal and oil in electrical power production 
while raising that of nuclear power and natural gas. In 1987, 
coal's share in electrical power generation fell by 2.4 
percent, while total electricity output rose by 1.2 percent. 
This trend changed in 1988, with electrical energy production 
down by 0.5 percent in the first half of the year. 


Despite the Chernobyl accident, Czechoslovakia has not waivered 
in its intention to press ahead with an ambitious nuclear power 
program aimed at supplying more than 30 percent of total 
electricity generation by 1990. Last year the fourth and final 
block of the Dukovany power station (4 X 440 MW) went into 
operation. Along with the Jaslovske Bohunice (4 X 440MW) 
station, nuclear energy was supplying more than 25.3 percent of 
electricity production by mid-1988. A third 4 X 440 MW station 
is under construction at Mochovice, but will be the last unit 
of that design. Three future plants, including one on which 
construction started in 1987 at Temelin, will be 1000 MW units 
and are due for completion before the end of the century. This 
ambitious nuclear construction program is now estimated to 
consume over 10 percent of all industrial investment in the 
country. Czechoslovakia relies heavily on Soviet reactor 
design and technology in this effort. 








INCOME, CONSUMPTION AND SAVING. The Czechoslovak Government 
has been relatively successful at improving the material 
standard of living of its citizens. Western commentators have 
often portrayed this as part of an unspoken, but nonetheless 
real, social contract which has linked popular acquiescence to 
the regime with maintenance of an acceptable living standard. 
Over the longer term, Czechoslovakia's relative living standard 
vis-a-vis its Western neighbors has gradually declined, but for 
now the supply and selection of basic foods and consumer items 
is good by East European standards. Shortages of services and 
some items, particularly seasonal fruits and vegetables, remain 
a hardship for the population. In 1987 there were also severe 
shortages of toilet paper and women's hygienic products, and 
there are still problems on the latter item. A limited 
assortment of Western goods can be purchased with local 
currency in some cities as well as for foreign exchange at the 
hard currency or "Tuzex" shops. Private automobile ownership, 
at one vehicle per six inhabitants, is the highest in Eastern 
Europe. The high price of gasoline and the great difficulty in 
obtaining spare parts for repairs encourages car owners to 
limit driving. Moreover, production of the old Skoda 570 has 
been heavily cut back while production of the new (and quite 
expensive) Skoda Favorit is far below demand. 


Average monthly wages in industry reached Kcs 3237 (about $650) 
per month by mid-1988, an increase of 2.6 percent over the same 
period in 1987. Due to the limited opportunities for 
consumption, personal savings continue to be high and were up 
by more than 4.8 percent over the same period in 1987 (though 
the percentage rise is smaller than between 1986 and 1987). 


FOREIGN TRADE. Czechoslovakia's foreign trade position 
continues to decline, driven by its steadily less competitively- 
priced goods on hard currency markets. Czechoslovakia 
continues to look eastward, with about 80 percent of its trade 
during the 1980s being with other members of the Council on 
Mutual Economic Assistance (CMEA or COMECON, which in addition 
to Czechoslovakia consists of Bulgaria, Hungary, the German 
Democratic Republic, Poland, Romania, the USSR, Cuba, Vietnam 
and Mongolia). In 1987, 75.4 percent of Czechoslovakia's total 
trade was with CMEA countries, with the Soviet Union at 43.4 
percent, the country's largest trading partner. 


Although lower world oil prices and efforts to conserve energy 
have reduced some import costs, they have also eroded the 
benefit of the fuel imports from the Soviet Union to the 
Czechoslovak economy by lowering the value of Czechoslovakia's 
major hard currency earner: petroleum by-products. While the 
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Soviet Union provides most of the raw materials for this 
economy, the major exports to the CMEA countries remain 
manufactured industrial and consumer goods. 


Since 1986 imports from non-socialist countries have 

increased. That increase was 5.1 percent in 1987 and 3.4 
percent by June 1988. At the same time, exports to 
non-socialist countries declined by over 4 percent in 1987. 
Thus Czechoslovakia's trade position with the West in general 
and the Third World in particular has been deteriorating, 
though there may have been some improvement in 1988. 

Especially telling has been competition from newly 
industrialized countries, greater countertrade demands and debt 
payment problems. 


TOURISM. Western foreign tourism in Czechoslovakia has become 
an increasingly important source of hard currency. Tourists 
are attracted by the beauty of Prague, a picturesque 
countryside, and relatively low prices (even at the official 
exchange rate). West Germans and Austrians are the most common 
Western tourists, but there are growing numbers from other 
countries, including the United States. Sizeable numbers of 
tourists also come from other East European countries, often to 
take advantage of the relative availability of goods in 
Czechoslovak shops. There have been complaints, particularly 
from the Soviet Union, that these tourists have not been well 
treated, with preferences being given to tourists from hard 
currency countries. Perhaps the main obstacle to a major 
increase in tourism is the deficiency of good quality hotels, 
even in Prague. Some efforts are being made to build new 
hotels, but it is likely to be some time before the situation 
is rectified. 


FOREIGN DEBT. Czechoslovakia's hard currency borrowing 
remains minimal and is largely connected with trade financing. 
In 1988, the country had syndicated borrowing of approximately 
$300 million. The country's low level of indebtedness and its 
nominal hard currency surpluses have made it an attractive 
customer for Western bankers. There has been considerable 
speculation that the government is considering substantial 
increases in borrowing to help finance economic reconstruction 
efforts, but senior State Bank officials have said this is not 
the case, at least for now. Furthermore, given the low level 
of borrowing so far, even a "Substantial" increase might not 
amount to much by world standards. The country's gross hard 
currency indebtedness has been estimated at between 

$2-3 billion. Czechoslovak authorities note that much of this 
debt is offset by claims owed them in developing countries. 
This point, as some Western commentators observe, is only of 
theoretical importance in view of Czechoslovak debt collection 
problems with these countries. 











ECONOMIC RECONSTRUCTION/REFORM. By way of policies similar to 
those being discussed in the Soviet Union, Czechoslovakia has 
announced plans to "restructure" its domestic economy to allow 
for more "intensive" growth. The reforms remain at an early 
stage and have been applied on a trial basis only to a small 
number of enterprises, which have been granted greater 
decision-making authority. According to top level government 
officials, however, these enterprises have performed better 
than the economy as a whole. 


Several pieces of draft legislation have been or are nearing 
enactment and will come into force in 1989 or 1990. These 
include legislation on state-owned enterprises, joint ventures, 
tax reform and banking and currency, among other subjects. A 
one-time realignment of the wholesale pricing structure is also 
due for 1989, but the government has rejected any plans for 
adjusting retail prices in the near future. 


The thrust of much of this legislation appears to give greater 
autonomy to individual enterprises at the expense of central 
planning authorities and requires them to finance operations 
from their own earnings, without government subsidies. Reforms 
are also being made in the foreign trade sector which would 
give greater scope to enterprises to engage directly in trade 


and to retain a share of hard currency earnings for their own 
use. 


JOINT VENTURES. In 1985, the government approved the concept 
of joint ventures with Western firms. Such ventures were to be 
negotiated on the basis of existing Czechoslovak commercial 
law, with exceptions to existing law possible if authorities 
viewed them in the interest of the partners and the 
Czechoslovavak economy. A new joint venture law should be in 
effect in 1989. It guarantees repatriation of profits from 
production of items for the export market, though the situation 
for goods produced for the domestic market remains unclear and 
will probably depend on the terms of the specific contract. It 
also guarantees repatriation of salaries. Joint ventures will 
not be required to fulfill set goals of the 5-year plans. It 
will be possible for the foreign partner to own the majority of 
the company, possibly as high as 99 percent, but this must be 
negotiated on a case-by-case basis. In addition, new tax 
legislation provides a lower rate of profits tax on joint 
ventures than for domestic concerns (40 percent rather than 50 
percent); it also authorizes the Minister of Finance to grant a 
2-year exemption from the profits tax, with smaller exemptions 
for an undefined period thereafter. We do not expect the new 
joint venture law to simplify the negotiating process for 
companies wishing to invest in Czechoslovakia, though it does 
make such investments more attractive. 








OUTLOOK FOR THE REMAINDER OF THE FIVE-YEAR PLAN 


With continuing modest growth, it seems certain that the 
Czechoslovak economy cannot attain the 18-19 percent increase 
in national income demanded by the Five-Year Plan. The 
official target for national income growth is 2.2 percent in 
1989. Forecasts for total trade turnover in 1989 are currently 
being adjusted downward due to restructuring and projected 
reduced foreign sales. Although Czechoslovakia is beginning to 
benefit from lower world oil prices (which are reflected in the 
cost of importing Soviet oil and gas), this may be compensated 
for by the relative energy inefficiency of the economy. 
Czechoslovakia also continues to have a deteriorating trade 
position on hard-currency markets. 


Within these constraints, however, the government seems 
committed to a policy of modernization and investment, though 
it remains reluctant to move away significantly from a 
centrally planned economy. An important objective of the 
modernization process will be gradual streamlining of the 
country's production of engineering and industrial products so 
as to foster specialization. At present, the country produces 
more than 75 percent of the world assortment of engineering 
products, a figure officials readily admit as absurd in view of 
the economy's small size. There is also some desire to 
reorient from unprofitable heavy industries (such as steel, for 
which the country must import virtually all raw materials), to 
more high technology industry. The new wholesale pricing 
structure is designed to discourage inefficient industries by 
removing subsidies and thus eliminating false profits. But it 
remains to be seen whether such a reorientation of the economy 
is possible. 


IMPLICATIONS FOR U.S. BUSINESS 


Trade between the United States and Czechoslovakia took a 
downturn in 1987, with U.S. exports down 35 percent and U.S. 
imports down 8 percent. The decline is not alarming, however, 
given the low level of trade, and a modest recovery is evident 
thus far in 1988. The lack of Most-Favored-Nation or MFN 
tariff status is a contentious issue in our bilateral trade. 

To what extent the absence of MFN actually serves as a brake on 
the expansion of bilateral trade, however, remains unclear and 
the issue may be of more importance symbolically than 
economically. A resolution of the MFN issue is not foreseen in 
the mid-term. A number of negotiated agreements in the 1980s 
have contributed to an improved bilateral climate and increased 
commercial activity in both high and low technology remains 
promising. 
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Bilateral trade in 1987 amounted to U.S. $133.3 million, of 
which U.S. exports came to $47.2 million and imports $86.1 
million. The self-sufficiency of Czechoslovak agriculture 
manifests itself in a continuing decrease of U.S. agricultural 
exports and agriculture-related products such as fertilizers. 
Other limiting factors are the size and distance of the two 
markets, the Czechoslovak preference for trade with the East, | 
controls on hard currency imports, a Czechoslovak | 
disinclination to borrow abroad, the lack of MFN, and U.S. 

export controls on sensitive technology. Trade with the West 
tends toward traditional partners in West Germany and Austria; | 
many U.S. products enter the country in this manner and are not 

reflected in bilateral statistics. 


| 
| 
| 
| 
| 
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Patience, favorable financing, and an ability to meet | 
countertrade requirements are keys to the success of American 
firms considering the penetration of this market. Economic 
restructuring is making the dependence on foreign trade 
Organizations (FTOs) less crucial; however, such working 
relationships are still recommended. Czechoslovak enterprises 
fear commitment of hard currency to U.S. firms because of 
possible parts and supply delays and, in the area of high-tech, 
the chance that export licenses might be denied. There are no 
U.S. business representatives resident in Czechoslovakia and a 
great deal of the bilateral trade is funneled through Western 
European agents or subsidiaries. 


In spite of the problems associated with non-market economies 
and the protracted negotiations that are the norm, some 
American firms have established themselves here. Because of a 
reputation for reliability and quality, several U.S. high 
technology products do well in the local market: computers, 
electronics, chemicals, monitoring and control equipment, 
robots, lab instruments, and construction machinery. A number 
of low technology items do well here also: pencil slats, cattle 
hides, furs, and tobacco are examples. 


While the sales and licensing of technology have been 
successful in a number of areas such as petrochemicals, 
television production, textile machinery, and cigarette 
production, joint ventures have not. The reason is a 
reluctance to initiate joint venture negotiations in the 
absence of a specific joint venture law. As noted above, such 
a law is due to come into force in 1989. 


The U.S.-Czechoslovak Economic Council, a businessmen- 
to-businessmen group, provides a forum for disseminating 
information and for discussing trade prospects with experienced 
traders. Information on the Council is available through the 
U.S. Chamber of Commerce, 1615 H St., N.W., Washington, D.C. 
20062, Tel: (202) 463-5482. 
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Firms seeking to do business in this market are encouraged to 
contact the Commercial Attache at the American Embassy, either 
through the local address (Trziste 15, Prague 1, Tel: (422) 53 
66 41; Tlx: 121196 amem c) or through the U.S. mail (c/o 
AMCONGEN-PRG, APO New York 09213). Information can also be 
obtained through the Czechoslovak desk officer at the U.S. 
Department of Commerce (ROom 3413, Washington, D.C. Tel: (202) 
377-2645). The Embassy and the Commerce Department are ready 
to assist in setting up business appointments and product 
presentations in the country. They also organize a number of 
trade promotion events each year, including a U.S. exhibit at 
the annual International Engineering Fair in Brno in 
September. In 1989 several trade promotion events are : 
scheduled in the area of medical and scientific equipment. 
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